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BRAZILIAN KEY ECONOMIC INDICATORS 


Exchange rate on March 2, 1979 1979 
US 81,00 “GR $22.18 1977 1978 Change Projections 


National Accounts 
GDP in Current Dollars (billions) 2/ $164 $184 12.2% 
GDP in 1977 Dollars (billions) $164 $174 bile 
GDP Growth in Constant Cruzeiros (%) 4.7% 6.3% - 
Gross Fixed Capital Formation 36.5 40.6 41.2% 
(USS billions) 


Manufacturing Production 
Annual Growth Rate (%) 


Automobiles (thousand vehicles) 919 

Steel Ingots (million Mt) a £2 1252. 
Industrial Electricity Consumption for 18.7 Zak 
Rio-Sao Paulo (billion Kwh.) 

Cement (million Mt) eS 23.8 


Wage Trends 
Avg. Annual Minimum Guidelines for 40.16% 41.02 


Wage Adjustments 
Monthly Average Wages in Manufacturing 563 986 
(Index: 1972 = 100) 


Money and Prices 


Money Supply (Ml, year-end, billions 
of CRS) 

General Price Index (1965-67 = 100) 

Wholesale Price Index (1965-67 = 100) 

Cost of Living - Rio (1965-69 = 100) 


Balance of Payments and Trade (US$ Billions) 
Foreign Exchange Reserves 


Total Foreign Debt 
Annual Debt Service 
Current Account Deficit 
Exports (FOB) 
Primary Products 
Industrial Products 
Imports (FOB) 
Petroleum 
Intermediate Goods 
Capital Goods 
Consumer Goods 
Trade Balance 


SO LINE BITS TE OS ae 


1/ Average exchange rate 1977 - 14.14 
1978 - 18.07 





Summary 


Real economic growth exceeded 6 percent in 1978, but inflation 
reached the 41 percent level. in early 1978, a serious drought 
boosted domestic food price levels. It also depressed 
agricultural exports and helped move Brazil's trade balance 
from an expected surplus to a billion dollar deficit. Debt 
service payments contributed to a current account deficit of 
close to $6 billion, but heavy international borrowing not 

only covered the deficit, but left Brazil with higher year- 

end reserves of close to 12 billion dollars. 


The transition between the Geisel and Figueiredo administra- 
tions was smooth and exhibited a high degree of continuity 
in policy objectives. The announced goals of the new 
administration show no marked shift from past policy. 

Top priority will be controlling inflation, short of 
plunging the economy into a recession. Growth may dip 

from 1978 levels, however. 


Long-term trade liberalization was set in motion in early 
1979. The government established a program to phase-out 
import deposits and export subsidies by 1983. To help main- 
tain export competitiveness in view of lower subsidies, 

the government announced an acceleration in the devaluation 
of the cruzeiro. Additionally, the normal policy of 
periodic mini-devaluations of the cruzeiro will also 
continue. Under discussion by top government officials 

are possible changes in Brazil's "law of similars™ which 
exempt from duties only those imports which are unlike 
Brazilian-make goods. Possible changes in this policy 

seem to be in the discussion phase. The negative balance 
of trade and the impact of recent drought in southern 
Brazil probably work against any rapid changes in this policy. 


Droughts and floods affected different areas of Brazil 

in early 1979, and because of agricultural losses resulting 
from them, the task of controlling inflation will be hard. 
Agricultural shortfalls and higher OPEC oil prices will 
affect the new administration's goal to improve Brazil's 
trade balance. Additional taxes have been placed on wages 
and car purchases to minimize the inflationary impact of 
government flood-relief efforts. 


New Federal Administration to be Inaugurated on March 15 


Continuity is the theme of the transition between the admin- 
istrations of Presidents Geisel and Figueiredo. A high degree 
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of policy coordination characterized the changeover, a situ- 
ation due at least partly to the fact that many top officials 
in the old administration were reappointed to policymaking 
roles in the Figueiredo team. This continuity and coordina- 
tion also served to increase the business community's confi- 
dence that no sudden, disruptive policy changes were likely. 


President Figueiredo has specifically committed his adminis- 
tration to continue the political liberalization process. He 
and top officials of the new administration have stressed 
several priority goals. Among these are gradually curbing 
inflation through fiscal and monetary measures, generating 

a favorable balance of trade, transferring some government- 
owned companies to private ownership, higher priority for 

the agricultural sector, and more equitable income distribu- 
tion. Preliminary discussions of those government-owned 
firms which may be offered for sale to private interests 

have included companies active in the fields of steel, mining, 
and petrochemicals. Brazil's new Minister of Planning has 
publicly prescribed a "prolonged cooling-off period" for the 
economy. Additional budgetary surveillance authority has 
also been given to the Ministry of Planning with the aim of 
obtaining more rigorous control of the monetary expansion 
process. 


Inflation and Monetary Policy 


Inflation exceeded 40 percent in 1978, The General Price Index 
climbed 40.8 percent, compared to 38.8 percent in 1977, 
Wholesale prices climbed 43 percent during 1978 and 35.5 
percent in 1977, The tight food supply situation caused 

by the drought in southern Brazil caused much of the price 
inflation in 1978. For example, wholesale food prices 
increased almost 52 percent in 1978, despite government 
authorization for substantial food importatation, 


Brazil's money supply grew 3 percent from the previous year, 
to 41 percent in 1978. Substantial international borrowing 
contributed to this increase. Foreign debt rose 12 billion 
dollars in 1978 and by the end of the year totalled 42 
billion. In addition, rumors of a "maxi-devaluation" 

of the cruzeiro, rather than the standard practice of 
frequent small devaluations, spurred local borrowings by 
firms seeking to invest in securities protected against 
devaluation by the government. Fears of substantial 
cruzeiro devaluation eased in early 1979 when it was 
concluded by observers that the mini-devaluation policy 
would persist. Overall domestic commercial bank lending 
rose about 58 percent in 1978. Monetary authorities 

acted again in November 1978 to depress’ future monetary 





expansion by extending the term of the freeze on the 
cruzeiro counterpart of foreign loans. A large amount 
of unconverted loans is still a problem for monetary 
policy. 


According to Brazil's monetary budget approved on 
February 7, 1979, the nation's goal for money supply 
growth in 1979 is 30 percent. It is unclear whether the 
government can attain this goal. While the 1978 monetary 
budget called for a 25 percent hike in the money supply, 
actual performance was close to 42 percent. In the hopes 
of tightening control of monetary expansion in the future, 
more authority has been given to the Ministry of Planning. 
Monetary expansion will be affected in 1979 by the 

extent serious floods early in that year set back 
agricultural output and damaged basic infrastructure. 

Food shortages will hamper the government's inflation 
fighting efforts. As mentioned earlier, the government 
has levied taxes on personal income and car sales in 
February 1979 in an effort to reduce the inflationary 
impact of government flood-relief expenditures. To 
further control the money supply, plans for drawing down 
some of the foreign exchange reserves have also been announced, 


Industry 


Brazil's national income (real GNP) climbed by 4.7 percent in 
1977 and by 6.3 percent in 1978. Per capita income is 
approaching $1,600. Industry was responsible mainly for 

this higher growth, Industrial production increased 7.5 
percent in 1978. The manufacturing sector, comprising about 
75 percent of industrial production, is estimated to have 
increased 8.3 percent. These growth rates exceed expectations 
and showed the strength of Brazilian industry, which not only 
recovered from a slump in 1977, and despite the short-fall 


in agricultural production, pulled most of the economy along 
Waitn it. 


Weak points in this show of industrial strength indicated 
problem areas in 1978 and for the future, The industrial 
expansion was consumer~oriented, with automobile and 
domestic appliance production leading the way, Consumer 
purchasing, which sustained much of the industrial recovery, 
was prompted by an increase in real wage rates of 2 percent 
during 1978. Additionally, increased purchases of durables 


were prompted by inflationary expectations of the middle 
class, 


Continuing increases in consumer purchasing power 
is very doubtful in view of efforts to reduce inflation 
by the government. 


Me 





While activity in most industrial sectors was acceptable 

to very good, production of some types of industrial machinery 
was down, and over-capacity in 1979-80 is expected for steel 

and pulp mills. The 5.4 percent drop in the total value of 
industrial projects approved for incentives by the industrial 
development council in 1978 and a smaller increase in electrical 
power consumption by industry are indications that much of 

the industrial growth resulted from using idle plant capacity. 


Increased consumer spending also helped the textile sector 
reach a 6 percent growth rate in 1978, following a no-growth 
year previously. Preliminary estimates show that total 
domestic consumption rose 12.5 percent, and production 
increased almost 10 percent. Despite the generally good 
year for the industry, manufacturers still were pessimistic 
about prospects for increased exports to the European 
Economic Community and the United States because of export 
quotas and countervailing duties. As a result, capital 
investment in the industry slowed significantly. 


The automotive industry continued to lead the industrial 
upswing and achieved its long-term production goal of one. 
million units per year. Vehicle production for 1978 was 
1,063,216 units, representing a 15,7 percent increase over 
the 1977 total. Vehicle sales were slightly greater at 
1,965,956 for an increase of 15.8 percent. The automotive 
boom spurred spare parts production to 10 percent and tire 
production to 9 percent. Yet the automotive industry is 


approaching 1979 cautiously because of inflation, an oil 
price rise, and the government's decision to reduce terms 
for car financing from 24 to 18 months. Industry leaders 
are forecasting a 2-3 percent increase to about 1.1 million 
units. 


Domestic appliance sales in 1978 increased 30 percent and 
exceeded the expectations of manufacturers, who at mid- 

year expected the market to continue growing by no more than 
7 percent. The main components of the 30 percent growth rate 
were electronic equipment. A more moderate, but still 
respectable growth of 8-10 percent is forecasted for 1979 

by the industry. 


Steel ingot production in 1978 reached 12,113,000 tons, an 
8.5 percent increase over 1977. Total rolled steel output 
using imports and stocked materials probably reached 12.6 
million tons, over the estimated consumption of 12.5 million 
tons. The gap in 1979 should widen as total rolled steel 
production rises by 14 percent to 14.5 million tons and 
consumption increases by not more than 8.5 percent to 12.5 
million tons. Total steel for export should then rise to 
1.5 million tons. Other industry sectors showed big 
increases in production for 1978: aluminum, 11.1 percent, 
cement, 10.2 percent, petrochemicals, 10 percent, and pulp, 
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19 percent. The sharp increase in pulp production changed 
Brazil from a net importer to a net exporter of short-fiber 
pulp. 


The machinery production index declined slightly lessthan 

2 percent. Manufacturers of heavy equipment kept production 
levels at a steady to slightly increased pace on the basis 

of previous orders, but worried about the decreasing backlog. 
Machine tool builders continued increasing output at a rapid 
16 percent rate. Because of the poor crop year and the 
uncertainty in the textile industry, drops of more than 

10 percent occurred in the production of agricultural and 
textile machinery. 


Civil construction remained at a lower level than in 1977, 
This decline was obvious in the housing sector where 

builders reported a 70 percent idle capacity, This may 
improve in 1979, depending on the new administration"s 
housing policy and reconstruction programs to replace or 
repair hundreds of bridges and roads damaged by recent floods, 


Industry faces a year of political and economic transition. 
In addition to continuing problems of high production costs 
and interest rates, executives are generally satisfied with 
the President's choices for his cabinet but are anxious to 
learn more about the new government's economic programs. 


There are indications from press reports and published inter- 
views that reducing the inflation rate will be a major if 

not the first priority thus indicating tighter controls over 
industrial production. On the other hand, éxecutives are 
encouraged by public statements that the new administration 
intends to reduce government equity participation and control 
in the industrial sector. The government has yet to announce 
new investment programs to replace the second development 

plan ending in 1979. There have been reports, however, that 
the new administration will significantly increase incentives 
to agriculture and agri-business, stimulate manufactured 
exports, and continue the policy of encouraging movement 

of economic development away from the present major industrial 
centers. All the foregoing considered, some decrease of 
industrial growth rate is expected, to about 6 percent for 1979. 


Energy 


During 1978, Brazil continued to be heavily dependent on 
imported petroleum, despite a vigorously enforced oil con- 
servation program and the rapid expansion of hydroelectric 
power. High octane gasoline, for example, is currently priced 
at $2.16 per gallon,and the government recently announced a 
package of tax and car financing moves which the auto industry 
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predicts will depress car sales. Crude oil production for the 
year totalled 61 million barrels, 1 percent lower than output 
for 1977, and just 17 percent of the country's petroleum 
requirements. Decreasing production onshore in the Bahian Basin 
accounted for the decline, more than offsetting an increase 

in offshore production. Consumption of petroleum derivatives 
amounted to over 370 million barrels, 10 percent more than 
1977. Consumption of diesel oil rose by 8 percent, gasoline 
by 10 percent, and fuel oil by 11 percent. Overall, petroleum 
derivatives made up an estimated 40-45 percent of Brazil's 
total energy consumption, 


Petroleum exploration and development activities during the 
year were centered on offshore fields, particularly the Campos 
Basin. Delays have been encountered in the installation of 
production systems for Campos fields, which are scheduled to 
produce over 200,000 barrels per day by the mid 1980's. 
Exploratory drilling is now being carried out by several of 
the eleven international firms/consortia who signed risk 
(service) contracts with Brazil's state oil monopoly, Petro- 
bras. . Two risk contract negotiating rounds have been completed, 
with a third round, offering onshore areas at risk for the 
first.time, now underway. 


Alcohol, derived from sugar cane and designed to be mixed 
with gasoline in up to 1:5 ratio, is being produced in 
increasing quantities, with a planned output level of 45 
thousand barrels per day in the 1978-79 crop year. Under 
the national alcohol plan, up to 69 thousand barrels per day 
will be produced by 1980. The government also recently 
announced plans to mix alcohol with diesel oil as a means 

of limiting oil consumption. 


Hydroelectric power generation continues as a priority 
investment/development sector for the Brazilian government. 
Electricity consumption in 1977 increased 12.7 percent 

since 1976, and demand is expected to grow at similar 

rates through the early 1980's. The giant Itaipu hydro- 
electric project (12,600 MW installed capacity) is well under- 
way, with bids for the project's high voltage direct current 
transmission system currently being reviewed by the Govern- 
ment; bid awards are expected by March or April of 1979. 


The Brazilian government is actively developing plans for 

the construction of at least one--and possibly two--large 
"coal/chemical" complexes in southern Brazil. The complexes, 
designed to utilize gasified coal from the vast deposits of 

low quality coal in Rio Grande do Sul and Santa Catarina States, 
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would provide feedstock and power for amonia/urea production, 
as well as furnish industrial gases to nearby urban areas 

and direct reduction of steel facilities. Coal gas from 

the plants could also eventually be supplied to the Sao Paulo/ 
Rio industrial corridor, via a long-discussed Rio Grande do 
Sul-Sao Paulo gas pipeline. 


In the nuclear energy field, construction is almost completed 
on Brazil's first commercial nuclear plant, Angra I, which is 
now scheduled to begin operations by late 1980. Civil engin- 
eering construction continues at the Angra II plant, to be 
supplied with a West German reactor. Site location problems 
resulting from geological factors have nampered the work on 
Angra II, however, and may force a change of location for 
Angra III. Angra's II and III, the first two reactors 
planned under the Brazilian/West German nuclear agreement, 
are scheduled to begin commercial operations by the mid-to- 
late 1980's, supplying a combined total of 2,600 MN of 
electric power. 


Agriculture 


Agriculture accounts for nearly 11 percent of Brazil's national 
income, but overall output was down 1.8 percent in terms of 
real value in 1978. The primary reason for this decrease was 

a prolonged drought which hit the important commercial agricul- 


tural regions of the central and southern states. This 

drought substantially reduced output of several important 

crops -- corn was down 26 percent, soybeans were off 19 percent, 
and cotton fell 17 percent from the 1977 levels. Overall, 

crop production decreased 7.3 percent, but livestock 

production moved up 9.7 percent. 


Exports of agricultural commodities also fell, from $8 billion 
in 1977 to approximately $6.5 billion in 1978. Soybeans and 
products and coffee, which together account for nearly 60 

of agricultural exports, registered the largest decreases. 
Corn, which had been exported in previous years, was imported 
in 1978 to cover domestic shortages. Wheat imports reached 
nearly 4.2 million tons. 


The outlook for 1979 is for further difficulties in the 
agricultural sector. Dry weather again affected the soybean 
and corn producing areas in the South. Estimates of the 
damage vary, but it will be substantial. Corn should be 
reduced nearly 15 percent from original estimates and soybeans 
will be off by around 25 percent. Rice will also suffer 
losses, although output should be above 1978 levels. 





Agricultural policies are currently being widely debated on 

the eve of the governmental transition. Radical changes 

from the current system are not expected in the short run. 
Additional emphasis on the production of basic food commodities-- 
grown primarily by small farmers--probably will not rule out 
continued support of important export commodities. 


Foreign Trade and Balance of Payments 


Brazil's balance of trade deficit was $989 million in 1978. 
Exports increased by only 4.4 percent to $12.650 million. 
Coffee receipts declined 12.8 percent to 2.3 billion, and other 
primary product exports fell by 11.5 percent to $4.4 billion. 
Exports of industrial goods helped offset losses in primary 
products, rising 32 percent to $6.0 billion and representing 
nearly 47 percent of total exports. Total imports rose by 

13.4 percent in 1978 to $13.6 billion. Petroleum imports 

alone climbed 11.5 percent to $4.2 billion. 


Brazil's current account deficit (goods and services combined) 
was $5.7 billion in 1978, with debt service payments alone 

at over $5.0 billion. Nevertheless, total capital inflow 
reached over $15 billion. This inflow consisted in direct 
foreign investment of close to $1 billion and international 
loans of over $14 billion. Total year end foreign exchange 
reserves stood at $11.7 billion, or sufficient to cover more 
than ten months of merchandise imports at 1978 levels. This 
ample reserve cushion will ease foreign exchange constraints 
on the new administration's policymakers. 


The cruzeiro was devalued 16 times in 1978 in accord with 
Brazil's crawling peg or mini-devaluation system. The averaged 
annual exchange rate for 1978 was 18.069 cruzeiros per dollar, 
compared with 14.138 in 1977. Three mini-devaluations took 
place between January 1 and February 16 of 1979 which devalued 
the cruzeiro by an additional 6.4 percent. During the comparable 
period of 1978, the cruzeiro depreciated only 2.8 percent. 

This recent acceleration of cruzeiro devaluation seems to 

be part of the government's policy to depreciate the cruzeiro 
in larger increments (specifically, an additional 4.5 percent 
per year) to maintain export competitiveness while phasing 

out export subsidies. The rate will also be influenced by 

the dollar's performance. Weakness of the dollar in 1978 

gave Brazil a larger effective devaluation against the major 
trading currencies. 





Part B.Implications for the United States 


Import Policy 


For the second year in a row, severe drought in Brazil's 
soybean producing region has ruled out a foreign trade 
surplus and has made any dramatic relaxation of import 
restrictions unlikely. Thus, the government has 

announced that imports by state enterprises during 1979 
cannot exceed last year's level, and the list of suspende 
imports has been extended for another year, although with 
many deletions. At the same time, the government took 

a major step to free trade from government control by 
announcing a program of phasing out both export subsidies 

and the 100 percent import prior deposit. The import deposit 
was reduced to 90 percent on January 25, 1979 and will be 
further reduced by 10 percent each 6 months until it is 
fiaally eliminated on June 30, 1983. An acceleration of 

the rate of devaluation of the cruzeiro by an additional 4.5 
to 5 percent per year will counterbalance the elimination 

of the import deposit. Goods subject to the import deposit 
will become cheaper for Brazilian buyers, since the decrease 
in the import deposit will be faster than the incremental 
rise in the cost of the dollar. Although goods which are 
exempt from the import deposit, such as certain essential raw 
materials, imports by state agencies and imports for projects 
granted investment incentives by the Council for Industrial 
Development (CDI), will become more expensive as a result 

of the more rapid devaluation of the cruzeiro., However 

since the products exempted from the prior deposit are items 
which are not produced in Brazil, they will most likely 
continue to be imported although their cruzeiro price will 
rise more rapidly. 


In 1978 Brazil's imports totaled $13 billion, of which 
about $3 billion were from the United States. The picture 
is not likely to change much during 1979, in spite of the 
reduction in the prior import deposit, because of the 
controls on imports by state enterprises and the measures 
designed to restrain economic growth for anti-inflationary 
reasons. In the next few years, however, the outlook for 
imports should improve, as the import deposit declines 

and assuming that the growth of Brazilian exports relieves 
the pressure to restrict imports for balance of payments 
reasons. Prospects are particularly good for US sales to 
Brazil of off-shore oil drilling equipment, secondary and 
tertiary oil production equipment, electric power transmission 





and distribution equipment, chemical and petrochemical 
equipment, electrical equipment for steel mills, electronic 
production and test equipment, electronic components, 

mining machinery, metalworking equipment, computers and 
peripherals (except for minicomputers), process control 
instrumentation, health care equipment, printing and graphic 
arts equipment, and telecommunications equipment (except 

for telephone central exchange equipment). Many U.S. 
exporters also make use of the U.S. Trade Center in Sao 
Paulo as part of their sales efforts. 


Investment Policy 


The government's general policy remains that of encouraging 
foreign investment as a source of needed capital, technology, 
and management know-how. In practice, however, that policy 
is being applied in a more selective manner. It is becoming 
increasingly difficult for foreign firms to obtain invest- 
ment incentives from the Council for Industrial Development 
(CDI) in sectors where Brazilian manufacturers already 

exist. The CDI has also begun to examine each proposal 

from a foreign firm with a view to seeing whether an 
appropriate joint-venture with a Brazilian partner could 

be arranged. There are some indications that the Brazilian 
Government's emphasis on the transfer of technology may 

be leading state enterprises, in their procurement activities, 
to give preference to joint-ventures including Brazilian 
firms, especially when the Brazilian partner has a majority 
position in the joint-venture. 


In certain sectors the government has moved officially to 
restrict the market to Brazilian-controlled firms. The 
manufacture of minicomputers has been reserved to Brazilian- 
owned firms, while the government's policy with respect to 
medium-sized computers remains under review. The announce- 
ment by the Ministry of Communications that stored program 
control telephone exchanges will be purchased only from 
Brazilian-controlled firms led several foreign firms to 

take minority positions in joint-ventures recently established 
to produce such equipment. 


In spite of the more selective attitude of the government 
toward foreign investment, the interest of U.S. investors 

in Brazil remains high. Several U.S. companies are planning 
important new projects in Brazil and many others are expanding 
their existing investments. 
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